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“ ... 9 purchased my ticket from an agent named Carita
Vallery-Leyx. She was extremely courteous, obliging, pleasant,

thoughtful, respectful, and attentive to my concerns.”

A customer from San Francisco, CA, commends Carita Vallery-Leyx, Ticket Agent at the

San Francisco Ferry Building.

“. .. n Mr. Mason, we found the epitome of a car attendant. He was there
almost before we found it necessary to call for him. His atten-
tion to detail and service was beyond reproach, and

without a ‘grumble’ of any kind.”

A passenger from Des Plaines, IL, commends Albert Mason,

Sleeping Car Attendant on the Amtrak® Empire Builder.

" Thetrain ride was the last leg of a hectic business
trip on cramped airplanes and swelly cabs, but it was
when my trip became more like a vacation . .. a woman named

Shari showed me to my comfortable seat, and made sure all the people in
her car were happy travelers . .. As a small business owner, I know you are

only as good as your employees . . . J would love 1 uNSKY
&

to have people this good greeting my

customers.”

A business traveler from Sharon, MA, commends
Shari Linsky, Club Car Attendant on the Amtrak®

NortheastDirect® Service.
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AMTRAK® TURNING THE CORNER ... NEW LEADERSHIP WITH A STRONG BUSINESS STRATEGY

Letter from the President

It was a tremendous year for Amtrak,” by any accounting. We had the greatest ridership
increase in a decade—4.5 percent. We surpassed $1 billion in passenger revenue for the
first time in the company’s history. Our Mail and Express business also set a record for
revenue—3$83 million. Plus, on-time performance reached the highest

level in 13 years—nearly 80 percent.

Our year began with a strong vote of confidence from Congress.

Reauthorization of Amtrak included access to $2.2 billion in

federal capital investment funds. The subsequent capital invest-
ments have already shown returns for the company. With
continued capital support for the railroad, we are sure to

become operationally self-sufficient by the end of 2002.

As you'll see in this report, our success rests on a solid business strategy:
Y Partnerships — Preserving the national system through the strength of coalitions.
¥ Customer Service — Making the customer our first priority.
People of Amtrak — Supporting and valuing employees, who make it all happen.
' Capital Investments — Building a proud product.
High-Speed Rail — A new generation of rail service.

Superior Performance — Performing like a business, with solid results.

Being able to preside over such a momentous year for our company has been an honor
for me. | know | speak for all Amtrak employees when | say we are working to provide an
even better product for our customers. We're proud to be America'’s national passenger

rail system.

Sincerely;

George D. Warrington
President and Chief Executive Officer
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AMTRAK® TURNING THE CORNER ... MAKING THE CUSTOMER OUR FIRST PRIORITY

Customer Service and Standards ammee s ded-

cated to providing a market-based rail system with customer-defined product offerings
and world-class service. While these may sound like abstract notions, the very tangible

goal is satisfied customers who choose Amtrak again and again.

An extensive market-based research analysis is under way to define consumer demand,
to identify opportunities to grow rail service, and to increase Amtrak'’s share of America’s
travel market. For the first time, Amtrak will define a national rail network in terms of

where both current and potential customers want to go.

Similarly, Amtrak is redefining its product categories to simplify the offerings in the
customer’s eyes and to strengthen the corporate brand identity. Customers will be able
to choose the travel time and level of on-board amenities that match their preferences
and their pocketbook.

Finally, Amtrak launched a corporate-wide effort to ensure the consistent

delivery of world-class service to our customers. A team of 18 senior
managers was charged with developing customer-focused service
standards and recommending actions and investments neces-
sary for implementation. The team’s recommendations
represent the blueprint for action in 1999 in all parts of the
corporation, but, most importantly, in the areas of hiring,
training, and rewarding employees. The final result will be a
travel experience that pleases customers and consistently

draws them back to Amtrak.



A critical step in the customer’s overall experience with Amtrak is the process of making

reservations and purchasing tickets. And, customers have clearly stated that they want a

variety of efficient ways to purchase Amtrak’s product. In response:

The company has launched Res2000, the most extensive project to improve station

ticketing, reservations, customer information, and accounting functions in Amtrak’s history.

After months of planning, sophisticated Voice Response Units (VRU) went into service and
became an immediate success among callers to 1-800-USA-RAIL.® The technology provides
services quickly and easily, and it allows more time for reservations agents to handle compli-

cated travel itineraries.

Amtrak’s Internet web site was redesigned, incorporating changes and improvements

suggested by customers.

The telephone reservations centers now have new Pentium® workstations and data

systems, enabling customer needs to be served more quickly and easily.

The result of these efforts is that customer usage of Amtrak’s interactive selling
channels—VRU, Internet and Quik-Trak self-service ticketing machines—doubled in
the past year. In addition, the average call to our reservations centers is answered in
41 seconds; nearly 99 percent of callers reach 1-800-USA-RAIL on the first try;and the
number of callers who hang up has been reduced to where Amtrak successfully

handles 95 percent of all customer telephone inquiries, the industry standard.



AMTRAK®? TURNING THE CORNER ...

The p@Oﬁ/@ Of 74/44 U/ﬂk‘@ There isn't any single reason why Amtrak®

had such a successful year—there are 24,000 of them. Combining both intercity and
commuter passengers, 75 million people came into contact with Amtrak’s 24,000 dedi-

cated professionals around the country.

Some of that contact is ocbvious: thousands of Amtrak employees work on board the
trains, or as station agents, ticket clerks, red caps, baggage handlers, and
police. Some of it is not so visible: thousands answer the phones at

Amtrak’s three reservations centers.

And finally, there’s the behind-the-scenes customer service that the
passenger never sees directly. Trains are dispatched, efficiently and
safely. Cars are cleaned carefully. Locomotives, passenger cars,and

other equipment are repaired and maintained meticulously. Track,

signals, bridges—all going by in a blur—are kept safe and sound in
all kinds of weather.

And this year, as with most years, the exemplary performance of Amtrak’s employees

won recognition:

The re-launched Adirondack Service was named the national winner in the Cultural

Heritage category for the Travel Industry Association of America’s Odyssey Awards.

Amtrak’s Coast Starlight won the Sapphire Award from “On-Board Services”magazine for

superior on-board service in a competition with railroads from around the world,

@ The Northeast Corridor won two TRANNY Awards from the Transportation Marketing

Communications Association.

@ Both the city of Chicago and the state of lllinois stepped forward with grants to keep
valued employees at the reservations center in Chicago. As a result,employees moved into a
new center offering the latest in technological and ergonomic advantages. Similar coopera-
tion by municipal partners and Amtrak employees led to a decision to move to an improved
reservations center in Philadelphia.



SUPPORTING AND VALUING EMPLOYEES, WHO MAKE IT ALL HAPPEN

It's also the people of Amtrak who make possible the productive relationships the
company enjoys with commuter agencies. Amtrak is now the nation’s largest operator of
commuter services.

A contract with the Peninsula Corridor Joint Powers Board to operate Caltrain in California
was designed to reward Amtrak for high customer-satisfaction scores. Employees met the
challenge—customer surveys ranked them at 3.9 (on a scale of 1-5) in 19 different areas, from

courtesy to cleanliness. As a result, they shared a $125,000 incentive reward from the client.

The three state-supported trains Amtrak operates for lllinois had a year in which more than
99 percent of the runs originated on time, and nearly 90 percent were completed on time.
Ridership for the three grew by 18.3, 16.1,and 8.3 percent.

Thanks to the creativity of Amtrak’s labor organizations, the company was able to reach a
unique agreement with several crafts to perform maintenance on the new High-Speed
Rail equipment, which will begin testing on the Northeast Corridor in 1999.

Other examples of creativity, dedication, and dramatic heroism are showcased each year
in the Amtrak President’s Service and Safety Awards. This year's 37 recipients (the individ-
uals shown below, plus committees and work groups) typify the finest Amtrak
employee—devoted to both colleagues and the customer,a trait that is a key element in

the long-term success of the corporation.




AMTRAK® TURNING THE CORNER ... BUILDING A PROUD PRODUCT

glﬂ VQS t[” g “/[ tM € ?M tM VE Thisfiscal year represented a historic

10

turning point for Amtrak.® After years of annual uncertainty about adequate
investment capital, 1998 began with both certainty and a resounding vote of confi-

dence from Congress.

As part of the Taxpayer Relief Act of 1997, Amtrak received $2.2 billion in investment
capital, to be provided to the corporation over a two-year period. Within months, the
company anncunced the first phase of its capital program: investments that promised
high rates of return, through either lower operating costs, or increased revenue gener-
ated by improved customer service.

The first phase includes:

@ Continuing preparations for the 1999 arrival of High-Speed Rail, which will revolutionize
train travel in the Northeast Corridor, and serve as the model for similar developments across

the country.

@ Rebuilding of Superliner® and Horizon passenger cars for both short- and long-distance

service, to improve the travel experience for our guests.

@ Renovating stations in Seattle and Centralia, WA; Salem, OR; Sacramento, CA; and the Auto
Train® terminal in Lorton, VA, (pictured below), because customers have said how important
the train station is to a successful

and pleasant journey.

@ Enhancing the central reserva-
tions system, making it more

efficient and easier to use for

employees and customers alike.

Other important investments

will be less obvious to customers, but they will still improve the travel experience. For
example:improved bridge, signal, and track infrastructure on Amtrak-owned track in
Michigan;infrastructure improvements on the Los Angeles-Las Vegas corridor, in antici-
pation of resumed service there;and renovated or replaced maintenance facilities in
Oakland, CA, and Seattle, WA.




Two major events during the year typified Amtrak’s ability to invest capital funds effectively:

In February, Amtrak announced plans to purchase eight new bi-level trainsets for the San
Diegan Service, to replace single-level equipment that is as much as 30 years old. Competitive
financing for the $100-million purchase was made possible by the availability of the

federal investment capital.

With the assistance of the city and the state, a state-of-the-art
Consolidated National Operations Center opened in Wilmington, DE, in
March (pictured above and right), allowing the consolidation of five crit-
ical operating and engineering departments. What had been a supply
warehouse became a striking contemporary showcase of technology

and design, including employee-friendly environments.

Through continued wise investment of capital, Amtrak will stay on a

track lined with proud employees, satisfied customers,and the signposts

of operating self-sufficiency.



AMTRAK® TURNING THE CORNER . ..

‘the Premier Exarmple of Investing
[” Uﬂé ?M tMVe In late 1999, Amtrak® will launch America's first High-Speed

Rail service. Traveling at speeds up to 150 mph, the new trainsets will reduce the travel
time between New York and Boston to just three hours,and to just two hours and 45

minutes or less between New York and Washington, D.C.

The service will feature a new level of comfort with on-board amenities designed to

enhance the entire travel experience.

Introduction of the new service is just one element in a phased program that will trans-
form the face of Amtrak service on the Northeast Corridor, and serve as the model for a

new generation of rail service throughout the national Amtrak system.

Here are some of the highlights of the year’s activity in preparing for High-Speed Rail:

Electrification — Extension of the electrification system from New Haven to Boston—uwith
1,400 miles of new wire—is under way. Almost all the foundations for 14,000 electrical poles
have been installed, and 8,500 of the 31-foot-tall poles themselves have been erected.

Electrification enables quicker acceleration, reducing customerstravel time.

Infrastructure — Work is nearing completion, to ultimately include major

station upgrades, 330,000 new concrete ties, 140 miles of continuous-

welded rail,a new signal system, 57 new bridges, and five high-speed
crossovers. These improvements contribute to both a smoother ride

and a more rapid journey.

Training — Planning for a major training program is moving
along quickly, focusing on both new customer-service expecta-
tions, and the operational skills needed for the new equipment.

Service to customers must be of world-class quality.

Trainsets — Production of the 20 trainsets—offering customers the
ultimate in amenities, such as outlets at every wide, comfortable seat,
state-of-the-art telephone services, tables in every car, and an elegant first-
class car—remains on schedule. As the year ended, 10 coaches were in assembly at a
Barre, VT, facility and two locomotives and two power cars were in assembly at a Plattsburgh,
NY, facility.

12




L SERVICE

In addition, three Service and Inspection shops for the high-speed trains are on
schedule for completion at Boston's Southampton Yard, New York's Sunnyside Yard, and
lvy City in Washington, D.C. Maintenance will be performed by Amtrak employees and

managed by Bombardier Inc.

The new trainsets will replace the Metroliners® south of New York and provide new
express service north of New York to Boston. The current Metroliner® fleet will replace
equipment already in use on the corridor, and current Amfleet equipment will be

upgraded.

The introduction of High-Speed Rail will bring a gain of $180 million in net revenue to

Amtrak after the first full year of High-Speed Rail service.

i

Amtrék




AMTRAK® TURNING THE CORNER . ..

SMp@V[OV /OQV]COVM/ZQMCQ It was a record-breaking year for Amtrak® As

the company dedicated itself to becoming more commercially oriented and custormer-
focused, the positive impact of that effort became obvious. Financial projections for the

year were exceeded.,

Passenger revenue topped the S 1-billion mark, the highest it has been in the corporation’s
27-year history.

Ridership increased 4.5 percent—the largest jump in 10 years.

On-time performance improved five points to nearly 80 percent—the highest level in
13 years.

Mail and Express revenue reached $83 million—a 19-percent increase over the previous year.

Just as important as financial performance indicators, the company became an even

safer place to work: reportable employee injuries were down 14 percent.

This was a year when Amtrak employees were called on to overcome some severe
weather challenges. In the west, El Nifio brought significant areas of service to a halt for
weeks. And in the east, Hurricanes Bonnie and Georges both disrupted operations.

Despite those obstacles, the company still achieved record results in key business

segments.




PERFORMING LIKE A BUSINESS, WITH SOLID RESULTS

In virtually every way, the company succeeded
in making the progress it had projected in
committing to Congress that, with adequate

capital investment, Amtrak would reach opera-

tional self-sufficiency by the end of 2002. After the
year's results were announced, Board of Directors

Chairman Governor Tommy Thompson (pictured left) said,
“As outlined in our Strategic Business Plan, we're on the path to

creating a more modern and financially sound national rail system.”

Governor Thompson is representative of the new direction and the new Board that
were established as part of the company’s reauthorization, approved by Congress early

in the year.

The reauthorization itself represented a resounding vote of confi-

dence by Congress and the administration. Not only did the
RIDERSHIP
(in Millions)
Fiscal Years 1989-1998

company receive a five-year authorization—and greater flexi-

bility in its business operations—but Amtrak was also given
25

Jrr et

continued strong business performance, Amtrak is indeed is

access to $2.2 billion in investment capital as part of the

Taxpayer Relief Act.

Passenger Trips

With this renewed support from Congress and a

BQiQOIQ!I92I93‘94‘95‘96I97‘93‘
turning the corner to becoming an operationally self-suffi-

cient, world-class, national rail system.

15



... Mr. Massimo was uncommonly patient, personable,
and congenial with everyone who approached him with all

their stuff’ that day . . . this fellow Massimo has the kind of

skill, grace, and relational expertise in dealing with people that

one doesn't frequently encounter.”

A customer from Cambridge, MA, commends John Massimo, Conductor on the Amtrak®

NortheastDirect® Service.

)ONES

A
... Ywas returning from my sister’s funeral when 9 met <<\'0 e
my guardian angel. Her name is Flora . . . When she
found out about my grief, she put me under her wing

for theentire trip . .. She supported me and cried with

wme ... As long as 9 live, I will never forget her.”

A passenger from Hummelstown, PA, commends Flora Jones, Sleeping

Car Attendant on the Amtrak® Silver Star.

... 9 lost my balance on the train and fell . . . your
conductor rushed to my aid and helped me . .. Her
concern and nelp made all the difference on my

Jjourviey.”

A traveler from Ojai, CA, commends Chris Nay, Conductor

on the Amtrak® San Diegans.




NATIONAL RAILROAD PASSENGER CORPORATION AND SUBSIDIARIES (AMTRAK®)

/Vlamagememts Dtscmsszom & Analysis

of Results of Operations and Financial Condition

RESULTS OF OPERATIONS
Amtrak® reported a 1998 net loss of $352.7 million compared with a 1997 net loss of
$761.9 million.

Amtrak’s budget result of negative $99.0 million was ahead of plan. Budget result
includes federal payments which support operations and excludes significant charges
which do not require funding in the current year, principally depreciation.

The net loss reflects an increase in total revenues to $2,285.2 million in 1998 compared
to $1,673.7 million in 1997. This improvement reflects the inclusion in 1998 of certain
federal payments received as a result of two federal acts described below. In addition,
the company realized improvements over 1997 in passenger related and other revenue,
and commuter revenue,

The 1997 Amtrak Reform and Accountability Act established that no additional

preferred stock would be issued by Amtrak in exchange for federal grants received on or

after December 2, 1997. Also, the Taxpayer Relief Act-of 1997 provided Amtrak with $2.2
billion in funds to be used for qualified expenditures. Federal capital and

$3,000

CHART A Taxpayer Relief Act (TRA) payments received and used for qualified
; ; ' expenditures other than depreciable assets are recorded as
FINANCIAL revenue. Consequently, federal operating payments received
: PE‘E&E&&?CE e on or after December 2, 1997, totaling $172.0 million,and
 Fiscal Years 1989-1998 TRA payments related to non-depreciable qualified expen-

ditures totaling $370.1 million were recorded as revenue
in 1998 — a total of $542.1 million. Chart A displays
Amtrak’s financial performance from 1989 to 1998.

© $2,500
 $20001-¢
. 81,500

Passenger related and other revenues increased 3.8

89 %0 91 92 93 9 % % 9 %8 percentto $1,392.0 million in 1998 from $1,341.0 million in
BN Expense B Revenue :

$1,000

1997. Passenger related revenues primarily increased as a
"“""ﬁ';’,;j:?:’;ﬁﬁ“;;”fﬁaﬁf result of a 4.5 percent ridership increase. Ridership increased
to 21.1 million compared to 20.2 million in the prior year. Other
revenues increased overall despite a decline in telecommunications
revenues due to one-time sales occurring in the prior year. This decline was more than
offset by increases in state contributions, mail and express services, and $34.6 million of

interest income earned on TRA payments received.

17



NATIONAL RAILROAD PASSENGER CORPORATION AND SUBSIDIARIES (AMTRAK®)

I8

Total expenses increased 8.3 percent to $2,637.9 million in 1998 versus $2,435.6 million
in 1997. This primarily reflected higher salaries, wages and benefits from recent and
expected settlements of labor agreements covering a 3-year period, and higher interest
expense. Expenses related to train operations decreased while depreciation expense
increased. More detail is provided for revenues and expenses later in the discussion.

In addition to the $172.0 million received and recorded as revenue, Amtrak received
$172.0 million more in federal operating grants in 1998, for a total of $344.0 million
(including $142.0 million for excess mandatory RRTA expenses). The latter $172.0 million
in contributions received were recorded as issuances of preferred stock. In 1997, Amtrak
received $364.5 million in federal operating grants (including $142.0 million for excess
mandatory RRTA expenses).

Subsequent to 1997 fiscal year end, the Amtrak Reform and Accountability Act of 1997
was enacted that (i) provided Amtrak access to $2.2 billion to fund capital expenditure
needs under the Taxpayer Relief Act of 1997, (ii) authorized reforms to Amtrak operations,
(iii) specified a goal of operating self-sufficiency at the end of five years, and (iv) estab-
lished new and additional oversight processes.

'

Amtrak’s 1998 results were better than plan. This 1998 actual-to-plan comparison
excludes from revenues the $542.1 million related to federal operating payments and
TRA payments, and the $34.6 million of interest income earned on investment of TRA
funds. Amtrak ended 1998 with a $50.0 million cash

deficit, which was funded through $50.0 million of

short-term borrowings under Amtrak’s lines of CHARTS _
credit at the end of 1998. The actual cash = i
, = SOURCES
deficit was $50.0 million better than _ OF REVENUE
forecasted. Amtrak continues to have Sl P199R

: ’ e Total $2,285.2 Million
many significant challenges to reaching e s

operating self-sufficiency.

Passenger Related & Other-
: $13920

REVENUES

Chart B displays the sources of Amtrak
revenue in 1998.

Passenger related and other revenue -7
increased by 3.8 percent to $1,392.0 million
in 1998 from $1,341.0 million in 1997. In 1998,

passenger related revenue (from transportation, food, and beverage revenue) alone

increased by 3.8 percent to $1,000.2 million in 1998 compared to $963.9 million in 1997.

This marks the first time in Amtrak’s history that passenger related revenues for the year

S R ———

SRS ——



NATIONAL RAILROAD PASSENGER CORPORATION AND SUBSIDIARIES (AMTRAK®)

exceeded the $1 billion level — a notable achievement despite significant weather-
related service disruptions experienced by Amtrak Intercity and Amtrak West.

The product lines with the most significant revenue growth were Amtrak Intercity’s
Western and Auto Train® product lines; Northeast Corridor’s (NEC's) Metroliner® and
NortheastDirect® product lines; and Amtrak West's Pacific Northwest Corridor and Coast
Starlight product lines. The revenue improvement reflected increases in ridership

(4.5 percent), passenger miles (2.7 percent), and seat miles (3.0 percent).

Other revenue (from state contributions, commuter fees, freight railroad access fees, real
estate operations and development, mail, baggage, eXpress services, interest, and other)

increased 3.9 percent to $391.8 million in 1998 from $377.1 million in 1997. Those cate-

gories contributing the most to this increase were state contributions, mail and express

services,and interest income.

State contributions increased by 17.8 percent to $82.6 million in 1998 from $70.1 million
in 1997. The favorable variance between 1998 and 1997 resulted from higher levels of
contributions from the states of California, lllinois, Michigan, Missouri, North Carolina,
New York, Pennsylvania, Oregon, Wisconsin, and Washington.

Mail revenue increased 10.9 percent, to $74.0 million in 1998 from $66.7 million in 1997.
This growth reflects additional volume from new business in the midwestern cities of
Minneapolis, MN; Chicago, IL; and Kansas City, MO; as well as in the northeastern states of
Massachusetts and Connecticut.

Express services revenue more than tripled in 1998 to $8.9 million as compared to
$2.9 million in 1997, as a result of the express project initiated in the latter part of 1997.

Other income increased by 4.7 percent to $98.3 million in 1998 from $93.9 million in
1997. Interest income was $35.2 million higher than 1997, relating to the interest earned
on TRA payments received in 1998. This gain was offset by lower telecommunications
sales in 1998 as compared to 1997, which included several one-time sales.

Fees paid by commuter rail companies for use of Amtrak’s right-of-way increased by
2.6 percent to $74.1 million in 1998 compared to $72.2 million in 1997, primarily due to
rate increases.

Freight railroad access fees also increased by 15.9 percent to $18.2 million in 1998 from
$15.7 million in 1997. This increase was principally due to increased activity by certain
freight railroads on Amtrak-owned rail in the Northeast Corridor.

Real estate and development revenues decreased by 36.2 percent to $35.2 million in
1998 from $55.2 million in 1997. This is due to the fact that 1997 revenues included
several one-time property sales in the Northeast Corridor.
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Commuter operating revenue increased 7.6 percent to $259.9 million in 1998 from
$241.6 million in 1997. The increase primarily reflected higher revenue for extra work
performed for Massachusetts Bay Transit Authority on projects that were incremental to
the base service contract.

Reimbursable revenues stayed relatively unchanged increasing to $91.2 million in 1998
from $91.1 million in 1997.

EXPENSES
Chart C displays the categories of expense for Amtrak in 1998.

Salaries, wages, and benefits increased 11.5 percent to $1,448.3 million in 1998 from

$1,298.5 million in 1997 reflecting recent and expected settlements of labor agreements

covering a 3-year period that require retroactive payments. Employee
benefits expenses increased 8.0 percent, primarily reflecting higher

L B S S

o

AR |
gEaLs Railroad Retirement and other payroll taxes along with '
EXPENSE increased union health and welfare benefit costs.
CATEY(::QO”RIES In December 1997, Amtrak and one of its labor unions

Total $2,637.9 Million

settled an agreement which provided for wage increases
i ; for November 1995 through December 1999, Amtrak
T recorded a liability for the retroactive portion of this
increase at 1997 fiscal year end. By 1998 year end,
MO Amtrak and three more labor unions had settled agree-

§1,4483
Goods & Services

2038 $522 ments which provided for wage increases for the same
e '?;;? period. These increases are to be paid over the next two
7le0 Adwngil[?ﬁg«SaTES_ fiscal years. In 1999, Amtrak expects to reach agreements
for wage increases with all of its other labor unions. All 3
increases relating to these agreements are expected to be paid

out through fiscal year 2000. A wage and benefits provision, and
related liability for the retroactive portion of all agreements made in 1998

and expected to be made in 1999 is included in 1998 salaries, wages, and benefits. Al
agreements include work rule changes that are expected to save Amtrak approximately

20 percent of the incremental wage costs through fiscal year 2000, :

Other
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Non-labor train operations expenses decreased 2.6 percent to $356.0 million in 1998
from $365.4 million in 1997. These expenses include fuel and electric power along with
maintenance of equipment and food, beverages and supplies to support on-board
services. Decreases in fuel — primarily due to lower fuel prices — and decreases in mainte-
nance of equipment supplies offset increases in the other categories.

gy

Facility and office costs increased 1.7 percent to $190.3 million in 1998 from $187.1
million in 1997 as a result of higher building maintenance and communication costs.
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Maintenance-of-way goods and services exp.ense increased 14.0 percent to $52.2
million in 1998 from $45.8 million in 1997. The increase is associated with work
performed by Amtrak under joint benefit projects with New Jersey Transit.

Advertising and sales costs increased 4.0 percent to $101.8 million in 1998 from $97.9
million in 1997, primarily reflecting higher advertising expenses.

Casualty and accident claims expense increased slightly to $69.9 million in 1998 from
$69.6 million in 1997.

Interest expense increased 15.6 percent to $87.6 million in 1998 from $75.8 million in
1997, primarily as a result of increased capital lease financings relating to P-42 locomotive,
Viewliner car,and express business related equipment acquisitions.

Depreciation and amortization expense increased 21.5 percent to $293.8 million in
1998 from $241.8 million in 1997, resulting from new equipment acquisitions.

Other expenses decreased 29.2 percent to $38.0 million in 1998 from $53.7 million in
1997. This decrease reflects expanded cap?tal project activity and the resulting
increased transfers of costs to capital.

FINANCIAL CONDITION AND LIQUIDITY

At September 30, 1998, Amtrak had cash and cash equivalents of $274.7 million. The
working capital ratio increased to 1.40in 1998 from 042 in 1997. Both reflect the draw
of $1.2 billion of TRA funds in 1998 less $69.7 million paid to states not served by
Amtrak,and the resulting interest income earned on those funds. Current debt and
capital lease obligations decreased by $18.0 million, reflecting

current debt paydowns and less than planned short-term

borrowings at year end. Chart D displays Amtrak’s cHARED
working capital ratio from 1989 to 1998.

WORKING
Long-term debt and capital lease obligations CAPITAL RATIO

Fiscal Years 1989-1998

increased $3194 million related to equipment
purchases and investments in high-speed trainsets
and maintenance facilities currently under construc-
tion. When complete, Amtrak estimates that this
investment will result in additional borrowings

F totaling in excess of $800 million by fiscal year 2000.

Current Assets/Current Liabilities

89 90 91 92 93 94 95 96 97 98
Amtrak had a $170.0 million unsecured bank credit :

facility expiring in December 1998. Borrowings under

this agreement bore interest based on the London Interbank

Offered Rate (LIBOR), certificate of deposit rates, or prime rate, and
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were subject to certain conditions. Amtrak pays

various fees on its credit lines. In December 1998, CHARLE
Amtrak secured a new $121.0 million credit
facility under substantially the same terms, OPERATING RATIO

expiring in December 1999, - Fiscal Years 1989-1998

As shown in Chart E, Amtrak has improved
its operating ratio (the ratio of total
expense to total revenue) from 1.52 in
1989 to 1.15 in 1998. The 1998 operating
ratio is a result of the inclusion of federal
operating payments and TRA payments in e

i in one-time charges. FY98 revenues include
revenues. Excluding these payments, the 1998 e e

Total Expense/Total Revenue

89 90 51 92 93 94 95 9 97 98

operating ratio was 1.51.

OUTLOOK
Subsequent to 1997 year end, federal legislation was passed which had a significant posi-
tive impact on Amtrak’s financial condition. Following is a discussion of this legislation.

The Amtrak Reform and Accountability Act of 1997 provided Amtrak access to

$2.2 billion that was included in the Taxpayer Relief Act of 1997, and authorized oper-
ating and capital grants for 1998 through 2002. Significant components of the Act also
included the repeal of the requirement for Amtrak to operate a federally-mandated
basic route system for passenger service, the elimination of the statutory prohibition on
contracting work out, liability reforms, and the appointment of a new Board of Directors.
In addition, the Act provided for the establishment of a Reform Council, responsible to |
Congress, to review, evaluate, and recommend changes to improve Amtrak’s financial
performance. The Council is required to provide quarterly reports to Congress. If at any
time after October 2000 the Council finds that Amtrak will not meet the goal of oper-
ating self-sufficiency by the end of fiscal year 2002, plans for Amtrak’s restructuring or
liquidation must be prepared. Therefore, it is critical for Amtrak to continue its efforts to
improve operations, further reduce costs, and increase revenues.

The Taxpayer Relief Act of 1997 provided Amtrak with $2.2 billion in funds to be used,
along with interest earned, for qualified expenditures as defined in the Act. Qualified
expenditures include equipment and facility acquisitions and improvements, as well as
any interest and debt associated with these purchases. Amtrak will always require
federal capital support. Although this funding significantly improved Amtrak’s ability to
achieve its capital goals in the nearer term, it did not address Amtrak’s longer term
needs for a dedicated capital funding source.



NATIONAL RAILROAD PASSENGER CORPORATION AND SUBSIDIARIES (AMTRAK®)

YEAR 2000 ISSUE

Since October 1996 Amtrak has been working toward making its operating systems year
2000 compliant through the use of dedicated staff and outside programming resources.
Amtrak has in place an approved budget for year 2000 projects that includes committed
funding for project staff, technical support services, and software procurement. Year 2000
projects in various business areas are actively monitored to ensure that affected business
functions will be ready for the year 2000 calendar change. Status reports are periodically
prepared and forwarded to the Amtrak management committee for review and
comment. The corporation anticipates completing year 2000 programming changes
around June 1999.

RESULTS OF MAJOR BUSINESS UNITS
One of Amtrak’s most important initiatives in fiscal year 1995 was to create strategic busi-
ness units to provide greater market awareness, competitiveness,and customer focus.

Table 1 (on the next page) shows the 1997 and 1998 operating results for Amtrak’s three
strategic business units — Amtrak Intercity, NEC, and Amtrak West — and for the corporate
service centers and offices which collectively serve all three units. This data is supple-
mental, unaudited information. Certain reclassifications have been made to the prior
year's amounts to conform with the 1998 presentation. Revenues for 1998 include
federal payments consisting of federal operating payments and TRA payments
(including the related interest income). These amounts are excluded for purposés of
computing each unit's and Amtrak’s budget result, under “Exclude Federal Payments.”
Beginning in 1998, expenses incurred by units on behalf of each other are allocated
across units,and shown as “Net Intercompany Results.”
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TABLE 1
$ Millions

Revenue
Expenses

Operating Loss

Exclude Federal Payments =

Operating Loss Restated

Federal Support

Net Operating Loss

Noncash

Net Intercompany Results =~ =

Budget Results

24

Amtrak  Amtrak

Intercity NEC West Corporate
FY97 FY98 Fvo7  Fvos  FY97  FY9B  FY97  FY98
$5150 56943 $ 0314 $1.0667 $2045 $2699 § 227 §2543
8011 8676 10532 11372 2841 3120 2073 3211
(2860) (1733) (1218 (705 (796) @21) (746) (668)
haan - g = ) - (2443)
(2860) (32200 (1218) (2070) (796) (893) (2746) (11.1)
1206 927 836 945 _23.2' = 17.4 2166 2209
(1654 (2293) (382 (1125) (56.4}«"_*‘_(7:1.9): (580)  (90.2)
909 1393 1460 2225 0 TR
(59.1) Sh et e 5 5

S (745) $0149.0) $ 1078 $ 1506 $(422) $(237) $ (615) $ (768) !

As can be seen in the above table, Amtrak Intercity's restated operating loss was unfa-
vorable in 1998 as compared to 1997. These results primarily reflect increased costs
related to: financing costs on new equipment purchases; wages and benefits;and
depreciation expense on new equipment. These were partially offset by higher
passenger related, mail, and express revenues.

The NEC's revenues increased for the core and commuter lines of business. The core

increase reflected higher passenger revenues. Higher expenses were primarily related to
wages and benefits,and depreciation expense.

Amtrak West's restated operating loss was higher than 1997. Higher expenses were
primarily related to wages and benefits, and depreciation expenses. These were offset
by higher passenger and state supported revenue.

Corporate expenses reflect higher communications costs and contracted computer
service costs in 1998 compared to 1997. Revenues excluding federal payments were
lower than 1997, which reflected the one-time sale of an interest in an insurance company.
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Report of Sndependent Accountants
TO THE-BOARD OF DIRECTORS

OF NATIONAL RAILROAD PASSENGER CORPORATION

In our opinion, the accompanying consolidated balance sheets and the related
consolidated statements of operations, cash flows, and changes in capitalization present
fairly, in all material respects, the financial position of National Railroad Passenger
Corporation (Amtrak) and its subsidiaries at September 30,1998 and 1997,and the
results of their operations and their cash flows for each of the two years in the period
ended September 30, 1998, in conformity with generally accepted accounting princi-
ples. These financial statements are the responsibility of Amtrak’s management; our
responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits of these statements in accordance with generally accepted
auditing standards which require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis
for the opinion expressed above.

As discussed in Note 4 to the financial statements, the Amtrak Reform and Accountability
Act of 1997 reinforced the requirement for Amtrak to achieve operating self-sufficiency
by 2002 and provided for the establishment of a Reform Council. If the Council, at any
time after December 1999, finds that Amtrak will not meet the goal of operating
self-sufficiency by 2002, plans for Amtrak’s restructuring or liquidation will begin.

Arlington, Virginia
December 14,1998
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Gonsolida ted B&z/&mce Sheets

ASSETS: September 30, September 30,

1998 1997
(Thousands of dollars)

Current Assets:

CoshiandcashefUbalents Sl i o o v s e s $ 274,665 5. 36376
lemparafycashinvestmentss i s i ma s e e e 409,737 -
Accounts receivable, net of allowance for doubtful accounts

of $915 and $629 in 1998 and 1997, respectively .............ccoiveeeon.. 88,708 81,647
Materials and supplies. =2 s o e o 91,624 91,201
ClHeccuentassels . Ui p e e it St i 3,381 12,010
Total current assets ...... e i s . 868,115 ¢ o I

Property and Equipment:

Croperyandegiipment 5. o0 o i e e 9,456,439 8,275,366
Less — Accumulated depreciation and amortization ........oooiioir e (3,106,929) (2,841,163)
6,349,510 5434,203

Other Assets and Deferred Charges .............. S Ee Eores 87,646 81,869
Totalassets - oo oo wiEE S oL S e e ivry $ 7,305,271 5 5.7.57,306
At —_

The accompanying notes are an integral part of these consolidated balance sheets.
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e 'LIABILITIES AND CAPITALIZATION: September 30,

September 30,
1998 1997
(Thousands of dollars)
Current Liabilities:
Areaiints payables ah e e s s S s LR $ 270,784 S 191,627
Accrued expenses and other current liabilities ... 186,702 161,571
Deferret Seke e REIE T o i e b s e e 61,367 47,740
Current debt and capital lease obligations.. .. .. el caiiiiin i aoienan 102,212 120,188
Total current liabilities ................ TR AR e A e R : 621,065 521,126
Long-Term Debt and Capital Lease Obligations:
Cajeiine b s Elane =i - He a e p e et SRR e et e i e 1,213,100 791,193
Eqtipmentandotheptebt e o0 v e e 322,545 425,044
1,535,645 1,216,237
Other Liabilities and Deferred Credits:
Deferred federal capital.payments . v . oo o o n i i it e e s 457,045 =
S I IS ETNES 2 R e i b iR T S s LB 136,177 138,453
Postretirement employee benefits obligation............... & o 118,358 115,549
EMVironrReRal TESEIVES T o % i i i b e e e e Sy 35,394 49,383
Advances from railroads and commuter agencies ...........vvvvrivianrariins 20,558 15,258
Bther -0 e e e e e R e 1,545 1,455
769,077 320,098
Total liabilities ........ i e e A i i A INT 2,057,461
Commitments and Contingencies
Capitalization (see Consolidated Statements of
ChangesinCapitalization) ...........c..ciiiiiiiiiiinniiecinnnaneans 4,379,484 3,679,845
Total liabilities and capitalization ............... Sie i ate e e s $7,305,271 $5,737,306

The accompanying notes are an integral part of these consolidated balance sheets.

27



NATIONAL RAILROAD PASSENGER CORPORATION AND SUBSIDIARIES (AMTRAK®)

Consolida ted Statements of Operations

FOR THE YEARS ENDED

Revenues:
Possengerrelated sntather 2 op e e ol i She Sons iate gn e i

COMRIRUIEY bt i r g e o L S e e L S

Gostaland=acddentelditns s i s i e e s e R
el SRR TR e A I R e e e e
Repreciatonand amamizalions a0 iy b e e Dol e s
Sfferr nae Jaapina s Dl e e s e G e
Totalexpenses...........covunuenn R e ST i e e
Netloss ... . o0 e b T S T U e i

The accompanying notes are an integral part of these consolidated statements.
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September 30,

September 30,
1998 1997
(Thousands of dollars)

$1,391,970 $1,340,996
259,931 241,570
191,184 91,138
172,000 —
370,128 -
2,285,213 1,673,704
1,448,285 1,298,477
355,972 365413
190,300 187,112
52,247 45,803
101,773 97,888
69,946 69,621
87,597 75,844
293,776 241,764
37,999 53,731
2,637,895 2,435,653
$ 352,682 $ 761,949
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Goméo][d&z fé-d‘Stét tements of-"((?dé//zj‘[o ws

FOR THE YEARS ENDED - September 30, September 30,

1998 1997
(Thousands of dollars)

Cash Flows From Operating Activities:

BRELIOSS . o e e e T g $ (352,682) S (761,949)

Adjustments to reconcile net loss to net cash
used in operating activities:

Bepreciation aad amortiZanon. dass b o dn s S vii i s L. b 293,776 241,764
UL e e e e B e e e e B SRR S B s e e (1,267) (2,127)
Changes in assets and liabilities:
(Increase) decrease in accountsreceivable ... ... i (7,061) 23,142
(Increase) decrease in materials and supplies . ......c..ocoviiiiiii e, (423) 13,598
Decrease (increase) in other current assets ... .....ovviiiiiieniin .. 8,629 (7,680)
Increase in other assets and deferred charges ..........o...ccociviiinnn ~ (7,064) (9,621)
Increase in accounts payable, deferred ticket revenue,
and accrued expenses and other current liabilities . ................ ... 117,915 65,185
Increase in deferred federal capital payments ............coovooiiiiviin. 457,045 =
Decrease in other liabilities and deferred credits .............c.cooniit.. (8,066) (8435)
Net cash provided by (used in) operating activities ...... S it 500,802 (446,123)
Cash Flows From Investing Activities:
Purchases and refurbishments of property and equipment .................. (833,764) (560,443)
Proceeds from disposals of property and equipment ............cooeovani.n. 414 2,886
BT L e L E 5 B L g o o et R B B MR Lt e R e (1,229,739) =
Proceeds from dispositions of cash investments ... ...cooviiiiiiianinn. 821,269 -

Net cash used in investing activities .............cooiiiiiiiiiiiaain.. (1,241,820) (557557}

Cash Flows From Financing Activities:

Proceeds from issuance of preferred stoek .. ... oo 52 B i i i ne e 306,252 602,100
Proceeds from federal paid=in Gapital -. s o i e i e 713,247 385,597
Proceeds from federal and state capital payments ..... LT et 32,822 20,790
Proceeds fromydebtobligations:: il ol s aita S poihs 238,423 181,483
Repayments of debt and capital lease obligations .................. ..., (311,437) (171,082)
Net cash provided by financing activities ................ SRt at i 979,307 1,018,888
Net increase in cash and cash equivalents ....... .00 ..o i 238,289 15,208
Cash and cash equivalents— beginning of year ......... .0 . oo 0o 36,376 21,168
Cash and cash equivalents —end of'year ........ ... ... oo $ 274665 S 36376

The accompanying notes are an integral part of these consolidated statements.
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Consolidated Statemerits of Changes ;
i Capitalization

Preferred Common Other paid-in Accumulated
stock stock capital deficit Totals
{Thousands of dollars)
Balance at September 30,1996 ........... $10,031,347 $93,857 $5,295,923 $(12,010,720) $3,410,407
Issuance of preferred stock:
Operdting.grant - saieo S et n NS 222,500 - = - 222,500
Eapifal gramt = v e S e e e e 237,600 - - - 237,600
Mandatory passenger rail
SeNICePRVINeRLY. 5 S e ey 142,000 - - - 142,000
Eederal paid-m capital- 55 & s e i s - - 385,597 = 385,597
Federal and state capital payments .......... = - 43,690 - 43,690
WNEEIaSS oo e e e — - - (761,949) (761,949)
Balance at September 30,1997 ........... 10,633,447 93,857 5,725,219 (12,772,669) 3,679,845
Issuance of preferred stock:
Hperatig Grant - & i s T A e 30,000 = = = 30,000
CanitgharEnt s st s S e 134,252 - - - 134,252
Mandatory passenger rail
SEPieaPAIRBIS 0o e e 142,000 = = = 142,000
Federal-paid-incapital .............0 .. - - 713,247 - 713,247
Federal and state capital payments .......... — - 32,822 - 32,822
NNERIDES o e - ~ - (352,682) (352,682)
Balance at September 30,1998 ........... $10,939,699 $93,857 . $6,471,279 $(13,125,351) $4,379,484

The accompanying notes are an integral part of these consolidated statements,
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Notes to Consolidated Financial Statements

For the_Yéars Ended September 30,1998 and 1997

NOTE 1: NATURE OF OPERATIONS

The National Railroad Passenger Corporation (Amtrak) is an operating railroad, most of
whose stock is owned by the United States government through the United States
Department of Transportation. Its principal business is to provide national rail passenger
transportation service in the major intercity travel markets of the United States to the
general public. The corporation is grouped into three strategic business units organized
along geographic and market segment lines. The Northeast Corridor primarily serves
the region stretching from Virginia to Maine. The West serves the California-to-
Washington State region. The Intercity serves regions between the two. Based on total
revenues, the NEC is the largest of the three followed by the Intercity, then the West.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The financial statements reflect the consolidated operations of Amtrak, its wholly-owned
subsidiaries Chicago Union Station Company (CUS), Washington Terminal Company, and
Passenger Railroad Insurance, Limited (PRIL); and its 99 percent interest in 30th Street
Limited, L.P. (TSL). All significant intercompany transactions have been eliminated.
Certain reclassifications have been made to the prior year's statements to conform with
the 1998 presentation.

Income Taxes

Amtrak has accumulated a net operating loss (NOL) carryforward balance of $12.2 billion
as of December 31,1997, that is available to offset future taxable income. Amtrak has not
recognized a deferred tax asset, as the tax benefit of the NOL carryforward is unlikely to
be realized in future years. During fiscal year 1998, Amtrak’s NOL balance was reduced by
$3.3 billion for funding received under the Taxpayer Relief Act (TRA) of 1997 (see Note 4).
Amtrak expects its NOL carryforward balance will be reduced by a comparable amount
in fiscal year 1999, when Amtrak receives the second installment of TRA funding.

Ticket Revenue

Ticket sales are recognized as operating revenues when the related transportation
services are furnished. Tickets which have been sold but not used are presented as
“Deferred ticket revenue”in the Consolidated Balance Sheets.

Contracted Services

The Consolidated Statements of Operations include the gross revenues earned and
expenses incurred under contractual arrangements to operate various commuter rail
services, to provide access to the Northeast Corridor and other Amtrak-owned facilities,
and to perform services for freight railroads and others.
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Notes to Consolidated Financial Statements

For the Years Ended September 30,1998 and 1997

o

Cash Equivalents
Amtrak considers all financial instruments purchased with a maturity of three months or
less to be cash equivalents. :

Temporary Cash Investments

Amtrak has purchased short-term debt securities with original maturities ranging from
3 months to 7 years. These investments are being accounted for as available-for-sale
securities. The estimated market value of these investments approximated cost at
September 30, 1998. Temporary cash investments of $409,737,000 in the Consolidated
Balance Sheet at September 30, 1998 were comprised of $139,678,000 of U.S. Treasury
debt securities, $174,889,000 of corporate debt securities, and $95,170,000 of mortgage
backed debt securities.

Materials and Supplies
Materials and supplies, which are stated at weighted average cost, consist primarily of
items for maintenance and improvement of property and equipment.

Property and Depreciation

Property and equipment are stated at cost,and are depreciated over their estimated
useful lives using the composite straight-line method. Under this method, ordinary
gains and losses on dispositions are recorded to accumulated depreciation. Property
acquired through capital lease agreements is recorded as an asset and is amortized over
its estimated useful life or the lease term.

Casualty Losses

Provision is made for Amtrak’s portion of the estimated liability for unsettled casualty
and accident claims. The current portion of this liability is included in the Consolidated
Balance Sheets under "Accrued expenses and other current liabilities.” The non-current
portion is classified as “Casualty reserves.” As of September 30, 1998 and 1997, the
current claims liability included in accrued expenses and other current liabilities was
$70,000,000 and $71,000,000, respectively.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial staterments, and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.
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NOTE 3: ACCOUNTING AND REPORTING FOR GOVERNMENT PAYMENTS
Funds are provided to Amtrak through federal and state payments for operations and for
capital acquisitions and improvements. For funds received from the federal government
prior to December 2, 1997, the Rail Passenger Service Act (49 U.S.C. 24304) required
Amtrak to issue to the United States Secretary of Transportation preferred stock equal in
par value to all federal operating payments and most federal capital payments received
subsequent to October 1, 1981, as well as capital and certain operating payments
received prior to that date. The 1997 Amtrak Reform and Accountability Act (see Note 4)
established that no additional preferred stock be issued by Amtrak in exchange for
federal grants received on or after December 2, 1997. Also, the Taxpayer Relief Act of 1997

- provided Amtrak with $2.2 billion in funds to be used for qualified expenditures as
defined in the Act (see Note 4). Accordingly, Amtrak has revised its method of recording
and presenting federal payments received on or after December 2, 1997,

Federal operating payments received on or after December 2, 1997, totaling
$172,000,000 were recorded as revenue, with the view that such payments represented
the purchase of rail passenger services by the federal government. Taxpayer Relief Act
payments received and federal capital payments received on or after December 2, 1997,
that are used to acquire depreciable assets, are recorded as federal paid-in capital. Such
acquisitions totaled $264,637,000 in 1998. Payments used for other qualified expendi-
tures are recorded as revenue, with $370,128,000 recognized in 1998. Unexpended
payments are included in the Consolidated Balance Sheet under “Deferred federal
capital payments.”

NOTE 4: BUSINESS CONDITION AND CASH FLOW

Under the Rail Passenger Service Act of 1970, Amtrak was created in 1971 and autho-
rized to operate a nationwide system of passenger rail transportation. To operate the
national passenger rail system and maintain the underlying infrastructure of that
system, Amtrak relies on a combination of operating and capital grants provided by the
federal and state governments to supplement passenger and other revenues generated
from operations.

In August and December 1997, federal legislation was passed that (i) provided Amtrak
access to $2.2 billion to fund capital expenditure needs, (i) authorized significant
reforms to Amtrak operations, (iii) specified a goal of operating self-sufficiency in the
next five years, and (iv) established new and additional oversight processes.

Early in fiscal year 1998, Amtrak and one of its labor unions had reached an agreement
which provided for wage increases for November 1995 through December 1999.
Amtrak recorded a liability for the retroactive portion of this increase at 1997 fiscal
year end. By 1998 fiscal year end, Amtrak and three more labor unions had reached
agreements which provided for wage increases for the same period. These increases
are to be paid over the next two years. In fiscal year 1999, Amtrak expects to reach
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agreements for wage increases with all of its other labor unions. All increases relating to
these agreements are expected to be paid out through fiscal year 2000. A liability for
the retroactive portion of all agreements made in fiscal year 1998 and expected to be
made in fiscal year 1999 is included in the 1998 Consolidated Balance Sheet. All agree-
ments include certain work rule changes and contingencies related to Amtrak’s funding.

Amtrak Reform and Accountability Act of 1997

In 1994, Congress and the Administration directed Amtrak to develop a strategy to
achieve operating self-sufficiency by 2002. Accordingly,in December 1994, Amtrak’s
Board of Directors adopted a 1995-2000 strategic business plan to achieve the elimina-
tion or significant reduction of federal operating grants.

The Amtrak Reform and Accountability Act of 1997 (Public Law 105-134) reinforced the
requirement for Amtrak to reach operating self-sufficiency, and authorizes gradually
reducing operating grants through 2002. Significant components of the Act include
repeal of the requirement for Amtrak to operate a federally-mandated basic route
system for passenger service, and the statutorily prescribed protections for employees
affected by a route discontinuance, authorization for Amtrak to negotiate changes in
how it contracts out certain labor functions, significant liability reforms and replacement
of the existing Board of Directors. In addition, the Act provides for the establishment of
a Reform Council, responsible to Congress, to review, evaluate and recommend changes
to improve Amtrak’s financial performance. The Council is required to provide quarterly
reports to Congress; if at any time more than two years after enactment of the law in -
December 1997 the Council finds that Amtrak will not meet the goal of operating self-
sufficiency by 2002, plans for Amtrak’s restructuring or liquidation will begin. Therefore, it
will be critical for Amtrak to continue its efforts to improve operations, further reduce
costs,and increase revenues. '

Taxpayer Relief Act of 1997

Amtrak expects to be dependent on federal capital expenditure grants well into the
future to fund major repairs to and replacements of its facilities, railway, and equipment,
and for repayment of principal under long-term loans and lease arrangements. Federal
capital grants will also be necessary for Amtrak to realize the revenue expected from
planned new service lines, such as high-speed rail service, mail and express services.

The Taxpayer Relief Act (TRA) of 1997 (Public Law 105-34) provided Amtrak with

$2.2 billion in funds to be used for qualified expenditures as defined in the Act, which
include future equipment and facility acquisitions and improvements, the related
interest and debt principal obligations incurred for such acquisitions and improvements,
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and certain non-capital expenditures. While this funding significantly improves Amtrak’s
ability to achieve its capital goals in the nearer future, it does not address Amtrak’s
longer term needs for a dedicated capital funding source.

During 1998, Amtrak received $1.2 billion of TRA funds, of which $69.7 million was paid
to states not served by Amtrak. At September 30,1998, “Cash and cash equivalents”and
“Temporary cash investments”in the Consolidated Balance Sheet include $647 million of
unspent TRA funds, plus accrued interest. Interest revenue earned on TRA funds during
1998 amounted to $34,626,000,and is included in "Passenger related and other”in the
Consolidated Statement of Operations. The balance of TRA funds will be available

in 1999, '

Outlook

Amtrak management continues to seek and plan for increased revenues, operating
changes to reduce costs and increase efficiency, and a predictable capital expenditure
funding flow. Although neither management’s success in attaining operational self-
sufficiency in the established time frame nor the company’s ability to secure a longer
term source for capital expenditures funding can be predicted, the events above
improve Amtrak’s ability to achieve these goals.

NOTE 5: FEDERAL AND STATE FUNDING

Funds are provided to Amtrak through federal and state payments for operations and
for capital acquisitions and improvements. For funds received from the federal govern-
ment prior to December 2, 1997, the Rail Passenger Service Act (49 US.C. 24304)
required Amtrak to issue to the United States Secretary of Transportation preferred stock
equal in par value to all federal operating payments and most federal capital payments
received subsequentto October 1, 1981, as well as capital and certain operating
payments received prior to that date. Public Law 105-277 approved on October 21,
1998, provides $609,230,000 in federal funds to Amtrak for fiscal year 1999, for capital
and maintenance of equipment purposes.

Federal paid-in capital, included in the Consolidated Statements of Changes in
Capitalization, includes certain funding received from the federal government to finance
acquisition of and improvements to property and equipment. In exchange for past and
prospective funding, Amtrak issued two promissory notes to the United States. The first
note matures on November 1, 2082, with successive 99-year renewal terms,and is
secured by certain Amtrak rolling stock. The second note matures on December 31,
2975,and is secured by Amtrak’s real property. Neither of the notes bears interest, unless
prepaid (which Amtrak does not intend to do). The federal government’s security
interest in Amtrak’s real property and certain rolling stock entitles it to repayment plus
interest in the event Amtrak ceases operations, is acquired by another entity, or seeks
relief under bankruptcy or insolvency laws.
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NOTE 6: PREFERRED AND COMMON STOCK

At September 30, 1998, 109,396,994 shares of $100 par value preferred stock were
authorized, all of which were issued and outstanding. At September 30, 1997,
106,334,478 shares were autherized, all of which were issued and outstanding. All issued
and outstanding preferred shares are held by the Secretary of Transportation for the
benefit of the federal government. The Amtrak Reform and Accountability Act

(see Note 3) resulted in significant modifications to Amtrak’s capital structure. The Act
abolishes the voting rights and the liquidation preference of the preferred stockholder,
and continued accrual of the 6 percent annual cumulative preferred stock dividend: and
established that no additional preferred stock be issued by Amtrak in exchange for
federal grants received. The Act also requires that Amtrak redeem at fair market value
the shares of common stock outstanding as of December 2, 1997, by the end of fiscal
year 2002.

At September 30, 1998 and 1997, 10,000,000 shares of $10 par value common stock
were authorized, of which 9,385,694 shares were issued and outstanding.

NOTE 7: PROPERTY AND EQUIPMENT
Total fixed assets presented in the Consolidated Balance Sheets consisted of the
following at September 30, 1998 and 1997 (in thousands):

1998 : 1997

LOCOROtlie ool 2 o B il haE s e il $ 1,037,997 S 901,046
Passengerears oo r s i et 2,149514 2,044,042
Otheriollingstoek o i am e s 213,245 170,845
Right-of-Way properties .5 2o o i o i s 4397416 3,687,783
Otherpioperties o o o ol e e e 1,439,236 1,260,352
Leasehold ImproveEmBnB oo s s e 219,031 211,298

9456,439 8,275,366
Less — Accumulated depreciation and amortization . . . .. (3,106,929) (2,841,163)
Net property and equipment .. ... s b o $ 6349510 | $ 5434,203
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NOTE 8: BORROWING ARRANGEMENTS
Total equipment and other debt presented in the Consolidated Balance Sheets
consisted of the following at September 30, 1998 and 1997 (in thousands):

1998 1997
Current Long-term Current Long-term
Equipment obligations ....... 5 = $258,939 $10,260 $347,935
Creditagreements ............ 50,000 - 78,000 -
Notes payable x5 10,560 215510 5,540 32,059
Bomds: & an s s vt - 30,000 - 30,000
Constructionloan s in & 2,823 - 4,683 2,823
UDAG loan ..... AR 130 12,096 130 12;227
563513 $322,545 $98,613 $425,044

Under separate financing arrangements, Amtrak may borrow up to $820 million toward
the construction of high speed rail locomotives and trainsets, and related maintenance
facilities. During 1998, approximately $258 million of this amount was advanced on
Amitrak’s behalf to fund construction activities. Interest charged on outstanding
advances is based on the London Interbank Offered Rate (LIBOR) and is being capital-
ized during the construction phase. During 1998, $1,120,000 of interest was capitalized.
Final delivery of all locomotives and trainsets is expected by August 2000. Final comple-
tion of the maintenance facilities is expected by November 1999. Semi-annual principal
plus interest payments on all borrowings will commence 12 months after final
delivery/completion of the assets, and continue over 20-year terms,

Under separate base order and option order financing arrangements, Amtrak had
acquired 195 passenger cars. Principal payments of all outstanding debt pertaining to
the 140 base order cars and 55 option cars were being paid in quarterly installments. At
year end this remaining outstanding debt was refinanced under a leasing arrangement,
and is now included in capital lease obligations (see Note 9).

Amtrak has a $170,000,000 revolving credit facility with a consortium of banks expiring
in December 1998. Borrowings under this agreement bear interest based on the
London Interbank Offered Rate (LIBOR), certificate of deposit rates, prime rate, or federal
funds rate. Amtrak pays various fees on these credit lines. As of September 30, 1998,
Amtrak had drawn $50,000,000, which was repaid in October 1998. In December 1998,
Amtrak secured a new $121,000,000 credit facility with a consortium of banks under
substantially the same terms, expiring in December 1999,

Under a term note, Amtrak has a $1,755,000 outstanding balance due at September 30,
1998, bearing interest at the LIBOR. This amount is being repaid in $585,000 quarterly
installments through June 1999. Amtrak acquired a parking facility located in Chicago in
exchange for a $20,000,000 promissory note bearing a fixed rate of interest and due in
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full in December 2003. The seller has secured a mortgage on the facility as well as an
irrevocable unconditional $4,000,000 letter of credit as collateral. Under a loan agree-
ment with the State of Texas, Amtrak has a $5,600,000 outstanding balance due at
September 30, 1998, payable by July 1999. Interest is charged at a rate imposed by the
State of Texas.

At September 30, 1998, CUS is obligated to repay $4,715,000 under a noninterest
bearing note payable. A $3,205,000 installment was paid in November 1998, with the
remaining balance due in November 1999. Amtrak is guaranteemg payment of all
amounts due.

Included in TSL's long-term debt at September 30, 1998 are $30,000,000 of Philadelphia
Authority for Industrial Development tax-exempt private-activity bonds (Bonds) issued
for the benefit of TSL's rehabilitation of 30th Street Station (Station) in the city of
Philadelphia, Pennsylvania (City). The Bonds were issued on December 30, 1987, mature
onJanuary 1,2011,and bear interest at a fixed or variable rate as stipulated in the bond
indenture. Interest is payable until maturity at intervals determined under provisions in
the bond indenture. No amortization of bond principal prior to maturity is required.
Amtrak is required to make annual deposits into a sinking fund to be used to pay off the
bonds when they mature. As of September 30, 1998 Amtrak’s aggregate deposits into
the fund were $3,600,000. Since the Bonds are subject to optional tender by the bond-
holders, TSL has executed a Liquidity Facility which provides funds to purchase the
Bonds surrendered under the optional tender provisions.

T5L has a construction loan agreement which at TSL's option bears interest at the LIBOR
or the prime rate. The loan is secured by a leasehold mortgage on TSL's right and
interest in the Station. The remaining balance was paid in full in October 1998.

TSL has an obligation to the City under an Urban Development Action Grant (UDAG)
loan agreement as of September 30, 1998. Principal is being repaid in $130,000 annual
installments each November 29th through 2011 with the balance due on November 29
2012. The City's rights under the UDAG loan agreement are secured by a leasehold
mortgage. The UDAG loan bears no interest.

r

The weighted average interest rate on all interest—bearing borrowings was 6.4 percent
and 7.0 percent per annum at September 30, 1998 and 1997, respectively.
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At September 30, 1998, scheduled maturities of long-term equipment and other debt
over the next five years are as follows:

Year Ending ' Amounts
September 30 (In Thousands)
e e T e e e e e $ 63,513
R0 e e e e e e S e R e o 1,640
200023 5 E Tl e s B e e DR RS e e 13,077
2007 o itan e e e e 13,077
L E e e e e s 33077
TherBafters s it s e E e Coaae R 261674
$386,058

NOTE 9: LEASING ARRANGEMENTS

Capital Leases :

Amtrak leases items of equipment, primarily passenger cars and locomotives, under
capital leasing arrangements. At September 30, 1998 and 1997, the gross amount of
assets recorded under capital leases was $1,284,078,000 (44 percent for locomotives,
51 percent for passenger cars,and 5 percent for other assets), and $881,071,000

(55 percent for locomotives, 42 percent for passenger cars,and 3 percent for other
assets), respectively, with accumulated amortization of $225,416,000 and $148,645,000,
respectively. At September 30, 1998, future minimum lease payments under capital
leases were as follows: :

Year Ending Amounts
September 30 (In Thousands)
RS R e S e s SR $ 117,444
O e e e e e T s e S e e 118,381
BNV E s e e s e R S P e e e R 125,595
B e e i e R e e L e s R A 122277
B e s e s e R L 123,466
TherafBl s S e e S e 1,458,568
2,065,735
[ass arnouit representintinterest  F ame S e e e e 813,936
Present value of minimum lease payments at September 30,1998 ...... 1254499
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Operating Leases _

At September 30, 1998, Amtrak was obligated for the following minimum rental
payments, principally for station and office space, under operating leases that have initial
or remaining noncancelable lease terms in excess of one year:

Year Ending Amounts
September 30 (In Thousands)
B0 e e e s $ 10,657
P05 SR i e SRRl AN S SR R e e R 10416
A e e e s 10,036
e s e e SR v S e s = 9,793
200 s s e e e e e e e e 9,623
Themmafter ool iy ple U e e Rl et o e e 71,064
$121,589

Rent expense for the years ended September 30, 1998 and 1997 was $34,559,000 and
$32,684,000, respectively.

NOTE 10: CONTINGENCIES

Amtrak is involved in various litigation and arbitration proceedings in the normal course
of business. While the outcome of these matters cannot be predicted with certainty, it is
the opinion of management and counsel that the disposition of these matters will not
materially affect Amtrak’s consolidated financial statements.

Amtrak has self-insured certain risks with respect to losses for third-party liability and
property damage. Insurance coverage for liability losses from $10,000,000 to
$200,000,000 is provided through a railroad industry captive insurance company and
commercial insurance companies. The Amtrak Reform and Accountability Act of 1997
limits the amount railroad passengers may recover from a single accident to an
aggregate of $200,000,000.

NOTE 11: RETIREMENT BENEFITS

Pension Plan

Amtrak has a qualified noncontributory defined benefit retirement plan held in trust
covering nonunion employees and certain union employees (Plan). Benefits are based on
years of credited service,and the employee’s average compensation during the five highest
consecutive years. Amtrak’s funding policy is to periodically contribute amounts recom-
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mended by outside actuaries. The following tables set forth the Plan’s funded status,
amounts recognized in the Consolidated Balance Sheets at September 30,1998 and 1997,
and components of the net pension expense for 1998 and 1997 (@amounts in thousands):

1998 1997
Actuarial present value of benefit obligations:
Accumulated benefit obligation, including vested
benefits of $93,393 and $83,499, respectively .......... $ 94,233 $ 84,132
Plan assets at fair value, primarily fixed income
investments and listed stocks ... $165,968 $142,156
Projected benefit obligation for service rendered to date 122,563 107,698
Plan assets in excess of projected benefit obligation .... 43,405 34,458
Unrecognized prior service cost being amortized
S @R R E i SR T e e 3,457 4,244
Unrecognizedinelgain: . oo it s v bt e (52,430) (44,701)
Unrecognized net asset existing at October 1, 1986
being amortized over 11.6years ...........c.coovenenn. = (690)
Bther e e L e e e (20) (22)
Accrued pension expense recognized in
Consolidated Balance Sheets .......................... $ (5,588) $ 6711)
Net pension expense for 1998 and 1997 included
the following components:
Service cost — benefits earned during the period ... .. S 4,385 5= 3013
Interest cost on projected benefit obligation ......... 8,009 7,393
Actual return OnPlanassets =i n s el T (28,298) (25,718)
Net amortization and deferral ........................ 14,809 14,350
Netpensionicreadit o 7y bina s S (1,095) S (62)

The weighted average discount rate used in determining the projected benefit obliga-
tion was 7.25 percent and 7.5 percent in 1998 and 1997, respectively. The projected rate
of increase in future compensation levels was 4.0 percent in 1998 and 1997. The
assumed long-term rate of return on Plan assets was 8.0 percent in 1998 and 1997.

Other Postretirement Benefits

Amtrak provides medical benefits to its retirees and life insurance to some retirees in
limited circumstances. Substantially all salaried employees may become eligible for
medical benefits if they meet the service requirement and reach the normal retirement
age while still working for Amtrak. Company-provided medical benefits are reduced
when covered individuals become eligible for Medicare benefits or reach age 65,
whichever comes first. Medical benefits are sulbject to copayment provisions and other
limitations. Amtrak continues to fund its postretirement benefits program on a pay-as-
you-go basis. Cash payments on these benefits were $5,649,000 and $4,069,000 for
1998 and 1997, respectively. Railroad agreement employees’ life insurance benefits are
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covered by a separate multiemployer plan, and therefore are not subject to the
provisions of FAS 106. The following tables set forth the liability recognized in the
Consolidated Balance Sheets at September 30, 1998 and 1997 and components of the
net postretirement benefits expense for 1998 and 1997 (@amounts in thousands):

1998 1997
Accumulated postretirement benefit obligation:
Former ermployees v s s A i $ 40,608 $ 40,686
Fully eligible active employees ........................ 10,522 9,642
Other active employees . 0 Fo e v 0 i s our 59,240 62,295
Unrecognized prior service cost being amortized
Ve years o SR B e P B (23,084) (24,287)
Unrecognized netgain. <o v a e 29,683 el
Total postretirement benefits liability ........... ety $116,969 $111,957
Net postretirement benefits expense for 1998 and 1997
included the following components:
Service cost — benefits earned during the period . . . .. S5 3875 SRR
Interest cost on accumulated benefit obligation ... .. 7490 6,895
NetamoRzation s o st s e ey (704) (522)
Net postretirement benefits expense ................ $ 10661 S 9894

The weighted average discount rate used in determining the accumulated benefit
obligation was 7.25 percent and 7.5 percent in 1998 and 1997, respectively. For
measuring the expected benefit obligation, 6.5 percent and 7.0 percent annual rates of
increase in the per capita claims cost were assumed for fiscal years 1998 and 1997,
respectively. This rate was assumed to decrease to 6.0 percent in 1999, then gradually
decrease to 4.5 percent by 2002, and remain at that level thereafter. If the assumed
healthcare cost trend rate were increased by one percentage point each year, the 1998
net postretirement benefit expense and the related accumulated benefit obligation
would increase by $2,094,000 and $18,267,000, respectively.

NOTE 12: ENVIRONMENTAL MATTERS

Some of Amtrak’s past and present operations involve activities which are subject to
extensive and changing federal and state environmental regulations which can give rise
to environmental issues. As a result of its operations and acquired properties, Amtrak is
from time to time involved in administrative and judicial proceedings and administrative
inquiries related to environmental matters.
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In 1976, Amtrak acquired its Northeast Corridor properties. These properties had been
occupied and used for many years by a railroad which had declared bankruptcy during
the early 1970's. It is Amtrak’s policy to capitalize recoverable remediation costs for
properties acquired with existing environmental conditions and to expense remediation
costs incurred on properties for environmental clean-up matters occurring after
acquisition. This reserve is periodically adjusted based on Amtrak’s present estimate

of the costs it will incur related to these sites and/or actual expenditures made. At
September 30, 1998 and 1997, the reserve balance stood at $35,394,000 and
$49,383,000, respectively. Of these amounts $34,829,000 and $48,803,000 relate to
estimated capitalizable costs to be incurred as of September 30, 1998 and 1997,
respectively. Costs of future expenditures for environmental remediation obligations are
not discounted to their present value. Accordingly, at September 30,1998 and 1997, a

. deferred charge for each amount is included in the Consclidated Balance Sheets under
"Other assets and deferred charges’ Amtrak has not recorded any receivables for
recoveries from other parties or from insurance because such recoveries are not
sufficiently certain.

Amtrak’s management and counsel believe that additional future remedial actions that
might be taken or required, if any, will not be material to Amtrak’s financial position.

NOTE 13: FAIR VALUE OF FINANCIAL INSTRUMENTS

For cash and cash equivalents, investments, and accounts receivable, the carrying
amounts approximate fair value because of the short maturities of these instruments.
The carrying amounts of the credit agreements, bonds, construction loan, and portions
of notes payable and equipment obligations approximate fair value. All charge interest
at rates that are periodically adjusted to market.

The estimated fair values of remaining equipment obligations and notes payable were
based upon discounted cash flow analyses using interest rates available to Amtrak and
CUS at September 30, 1998 and 1997 for debt with the same remaining maturities.
Although by nature interest free, the UDAG loan was also valued based upon a
discounted cash flow analysis using September 30, 1998 and 1997 market interest
rates. The estimated fair values of these financial instruments are as follows (@amounts
in thousands):

1998 . 1997
Carrying Fair Carrying Fair
Amount Value Amount Value
Notes payable ................ $ 32,070 $ 25815 S 37,599 S 28346
Equipment obligations ....... $258939. 5258939 $358,195  $370,320
HBAGIOANE = s i 542227 S 4,793 Se P2 357 S 4432
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NOTE 14: SUPPLEMENTAL CASH FLOW INFORMATION

For the years ended September 30, 1998 and 1997, Amtrak engaged in the following
investing and financing activities that affected recognized assets and liabilities, but did
not result in a change in cash and cash equivalents (amounts in thousands):

1998 1997
Net increase in obligation due to third-party lenders
in connection with the construction of facilities
Bl equUIbIBt o s e $257,778 SEFED29
Capital lease obligations incurred in connection

with the leasing of equipment ....................... $116,668 $267,800

Cash interest of $84,972,000 and $73,530,000 was paid during the years ended
September 30, 1998 and 1997, respectively.
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Management Report -

Management is respof‘isible for the preparation and integrity of the consolidated finan-
cial statements presented in this Annual Report. These statements have been prepared
in accordance with generally accepted accounting principles applied on a consistent
basis and necessarily include some amounts that are based on management'’s best
estimates and judgment. Management considers that the financial statements present
fairly Amtrak’s financial position, results of operations,and cash flows.

To meet its responsibility, management maintains a comprehensive system of internal
controls, policies and procedures to assure the proper authorization of transactions,
the safeguarding of assets and reliability of financial information. The system provides
reasonable assurance, not absolute, that the related records fairly reflect all transactions
in accordance with management’s authorization,and are properly recorded so that
reliable financial records are maintained and reports can be prepared.The concept of
reasonable assurance is based on the recognition that the cost of a system of internal
controls must be related to the benefits derived.

An important part of the internal controls system is Amtrak’s intent to maintain a high
standard of ethical conduct in all business activities. Internal accounting controls,
operating controls, as well as a corporate rules of conduct and a business ethics policy,
are documented and communicated to all levels of management.

The Board of Directors reviews the system of internal controls and financial reporting.
The Board meets and consults regularly with management, the internal auditors and the
independent accountants to review the scope and results of their work. The accounting
firm of PriceWaterhouseCoopers LLP has performed an independent examination of
the financial statements and has full and free access to meet with the Board, without
management representatives present, to discuss the results of the audit.

George D.Warrington %d S. Altschul
President and Chief Executive Officer Chief Financial Officer
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NATIONAL RAILROAD PASSENGER CORPORATION AND SUBSIDIARIES (AMTRAK®)
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CORPORATE OFFICERS

MANAGEMENT COMMITTEE

George D.Warrington ......... President and Chief Executive Officer

Alfred S:Altsehul .. ....cooiiie, Chief Financial Officer

ES Baglev i oo can s v Acting President — Northeast Corridor
Josepli MIBEESS . . oo Vice President — Labor Relations
San@BIaWIE - e Acting Vice President — Government Affairs
LeeBUllDBRICE L0 ... President — Amtrak Intercity

Richard P.Donnelly ........... Vice President — Marketing

SamhHBUgEn ... Vice President & General Counsel

Aflene Eiber .:....ooomaeiaies Acting Vice President — Budget & Finance
[EImatEe ACGIEENY .. .uui i Vice President — Human Resources
AnmeWiHBeyY oo i Vice President — Customer Relationships & Revenue
Gilbert O.Mallery ............. President — Amtrak West

Barbara Richardson ........... Chief of Staff and Acting Corporate Secretary
Ronald Seolaro: . o wsmsensen Vice President — Operations

OTHER OFFICERS

Stephanie D.Audette ......... Controller
JohnM.Carten ............... Assistant Corporate Secretary
Medaris W.Oliveri ............. Assistant Corporate Secretary

MAJOR PHOTOGRAPHY BY Clif Sparkman, Robert Varell, Howard McKean,
Robert Orelman and Jane Melhorn

WRITING AND DESIGN BY Amtrak personnel
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